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Thank you for allowing me to share my thoughts with you today.  I have now been 
with the ASX for 11 months and have been to Western Australia several times since I 
joined.  
 
Importance of Western Australia as a Pillar of Economic Growth 
 
I would like to start by thanking you for your business and for your commitment to our 
exchange.  
 
Western Australia is a key driver of economic activity in Australia and is an active 
participant in our financial markets.  
 
The importance of Western Australia to the economy is obvious from the numbers.   
 
Last year, more than 40% of total Australian exports came from Western Australia. 
That is no less than $125 billion. 
 
The growth of Western Australia has made the state much more important for our 
financial markets and for the ASX. 
 
In the 2012 financial year alone, Western Australian companies accounted for 42 of 
the 99 IPOs in Australia, and raised $6.7 billion in secondary capital on the ASX. 
 
Today, ASX has almost 2,200 listed companies and entities.  896 or 41% of these 
are based in Western Australia. It makes Western Australia the largest state in 
Australia when measured by the number of listed companies, ahead of New South 
Wales. 
 
As a result of its economic importance to the region, Western Australia has a unique 
relationship with Asia.  Locally this is well recognised and invested in.  It is a 
relationship that can benefit Australia as a whole and strengthen our competitive 
position, provided it is harnessed. I would like to think that the relationship of Western 
Australia with Asia is an important component of the thinking around Australia’s role 
in the Asian century. 
 
ASX Initiatives to Support Western Australian Businesses 
 
As an exchange, we have an obligation to look for ways in which we can assist the 
unique businesses and entrepreneurs of Western Australia, and support investors 
who look to invest in the state. 
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We have made good progress in a number of areas and I would like to highlight a 
few of the changes that ASX has been working on. 
 
An important component of our work relates to the capital raising process, which 
needs to be efficient and competitive against other exchanges.  There is no doubt 
that Australia has a robust and effective market for raising capital, but we think we 
can do more, especially for our small to mid-cap companies.   
 
Three initiatives will assist with this: 
 

 First, we have improved the flexibility for companies to raise capital.  Until 
recently the maximum that could be raised without shareholder approval was 
15% of the capital base.  It meant that early stage companies had to go back 
frequently to secure investment for expansion.  It was an inefficient process.  
Companies can now raise a further 10% subject to approval at their annual 
shareholder meeting.  The new rules were implemented on 1 August and so 
far 24 companies have indicated that they wish to use it. 

 
 Second, we are looking for ways to significantly reduce the time table for 

rights issues.  Today, this process takes approximately 26 days; we would 
like to reduce it to 16 days. 
 

 And third, last week we issued a consultation paper on a new service called 
ASX Bookbuild.  The current bookbuild process is highly effective for 
companies to raise capital. ASX Bookbuild is an electronic service that 
provides listed companies and their advisors with a new on-market capital 
raising tool.  It will not be for everyone but might assist particularly small and 
mid-cap companies that need to access a larger potential pool of investors to 
fund their expansion. 

 
Next to improving the capital raising process, ASX is aiming to improve the 
information that is available to investors. 
 
Earlier this year we launched a pilot Equity Research Scheme.  This scheme aims to 
significantly increase the level of research that is available on the 1,800 small and 
mid-cap companies that are listed on the exchange. Many of these companies are 
based in Western Australia and many are not covered by broker research.  
 
For the smallest companies the scheme will commission fact sheets that provide 
more regular and basic information about the nature of the business and its 
performance.  For the larger mid cap companies the scheme will fund broker 
research in the more traditional way.  We will review later this financial year if it is 
worth implementing a full program, including what impact this will have on listing 
fees. 
 
Last week, ASX released a consultation paper on the disclosure of reserves and 
resources in the mining and oil and gas sector.  It is the result of extensive 
consultation over the last two years and we hope it carries the broad support of the 
resources industry and various representative bodies. 
 
These are important initiatives that will make us more competitive as a capital 
market.  I would like to acknowledge ASIC for its support of many of the initiatives we 
have launched. 
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ASX as a Pillar of the Australian Financial Markets 
 
ASX is in a unique position to play a leadership role in promoting policies that support 
investment. 
 
Today, ASX the company is the 7th largest exchange group in the world.  Our market 
capitalisation as a company is larger than the London Stock Exchange or NASDAQ.  
In fact, we are not far behind the New York Stock Exchange.   
 
Our strength comes from two sources.  First is the strength of our economy, financial 
services industry and superannuation sector.  
 
The second source of strength is our business model.  ASX is what we call a multi-
product and fully integrated exchange.  That means that we facilitate trading in 
equities, fixed income products and derivatives, and that we perform all key functions 
that make the process work, from trading to clearing to settlement of financial 
transactions.   
 
The business model of ASX is very similar to the business model of other exchanges 
in Asia, including Singapore and Hong Kong.   
 
A strong exchange matters for the economy.  This was perhaps best illustrated 
during the early stages of the Global Financial Crisis when over a period of 18 
months Australian businesses raised around $140 billion of new capital. When the 
equity market needed to be there for the economy, it was there. 
 
Market Structure for Equities Trading 
 
As business leaders, you should know that the tremendous strengths of our financial 
markets are now being challenged by well-meaning but not properly tested or 
debated policy ideas. 
 
I would like to share with you a recent example of a policy decision that has not 
delivered practical outcomes.  
 
A few years ago, Australia embarked on an idea to make our financial markets look 
more like the United States and Europe by introducing exchange competition in 
equities trading.  Last October a new exchange called Chi-X opened for business. 
 
The idea behind the introduction of exchange competition was simple: competition 
will lead to lower fees, and the new market structure will bring new liquidity to our 
markets.  It must have sounded very tempting to policy makers and regulators. 
 
Sadly, the results that we see today do not match the expectations that were set. 
 
It is certainly true that ASX reduced its trading fees. It is also true that ASX invested 
in new trading products and services, and has become more externally focused on its 
customers.  In fact, we have responded well as a business and we’re ok under the 
new market structure. 
 
What is highly uncertain, however, is if the new market structure has been positive 
for Australia. 
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While Australia’s equity markets continue to rank among the world’s best, the new 
market structure has not improved Australia’s position as a financial marketplace.  It 
has not created lower fees for fund managers or retail investors, who are the end 
customers of our equity market. In addition, brokers and investment banks face much 
higher regulatory costs and technology costs.  In fact, we struggle to find anyone 
prepared to say that they are significantly better off under the new market structure. 
 
Unfortunately, the change in market structure has also created other, more serious 
issues that now need to be managed. 
 
Many of you would have read articles recently that express concerns about the 
impact on our equity market from High Frequency Trading and Dark Pools.  
 
High Frequency Trading and Dark Pools are not new.  Both have been around for 
quite some time.  And I should point out that not all of it is creating concerns for our 
financial markets.  Investors and market makers who use technology to support their 
trading strategies add liquidity and value to our market.  There is also a role for Dark 
Pools, which allow large block trades to be executed away from the market.  
 
The problem is that in the absence of adequate controls these activities could grow to 
a point, or appear in a form, where they could do damage to our markets.  This 
cannot be allowed to happen. 
 
Let me give you an example that relates to Dark Pools.  You might think that BHP or 
Telstra can be traded in two places today: ASX and its new competitor, Chi-X.  This 
is not so.  Today, an investor can trade BHP or Telstra in at least 18 different places 
– two exchanges (that we commonly refer to as ‘lit’ markets) and 16 dark pools. 
 
As an investor, you might also think that the instruction you give your broker will lead 
to your order being sent directly to either ASX or Chi-X for execution.  Again, this is 
not so.  A considerable proportion of transactions are directed through complex 
broker mechanisms that mean your order may never get to the lit markets of ASX or 
Chi-X. 
 
In the United States, we are now at a point where almost none of the traditional retail 
flow gets to the actual stock exchanges for execution.  I don’t think that this is where 
Australia should end up. 
 
We need a strong central market for transparency, efficiency and price discovery. A 
‘lit’ market is one that all investors have equal access to, on the same terms. Without 
it we would all be working in the dark, quite literally. 
 
The reality is that when the changes to the market structure were conceived there 
was a lack of understanding of the impact on fund managers and retail investors, or 
of the potential unintended consequences. 
 
Moreover, it is unclear how the new market structure supports our ambitions to 
become a regional financial centre.  The changes were modelled on the United 
States and Europe, not Asia.  And as far as we can see, no new money will be 
invested in Australian companies as a result of the changes. 
 
It is actually an extraordinary story – we are fragmenting our equity market, we hear 
concerns around High Frequency Trading and Dark Pools (albeit some of those 
concerns are misplaced), we have delivered higher overall costs, and we have not 
advanced our position in Asia.   
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While it clearly has not been a resounding success, it is not too late to deal with 
some of the consequences of the new market structure. Our market is still performing 
well and we must now ensure that the functioning of our financial markets will never 
be compromised. 
 
ASX has put forward a few simple proposals that will do exactly that.  There is no 
downside to implementing them. 
 
Our proposals do not seek to ban High Frequency Trading or Dark Pools.  We 
believe both have a role to play in a well-functioning market.  But the measures will 
have an impact and therefore will not be popular with everyone.  And I guess that’s 
the point – the regulation of our financial markets is not a popularity contest. 
 
ASX believes that Bill Shorten, who is now the responsible minister, and ASIC have a 
deep understanding of the issues, and we are hopeful they will implement the 
necessary controls. We do believe, however, that the time for consultation is over 
and that we know enough to make the necessary management decisions.  After that, 
we can all focus our efforts on growing our businesses and the financial markets. 
 
Market Structure for Equities Clearing 
 
One would think that having just gone through this experience in our equities market, 
we would be very cautious in changing other critical financial market functions.  I wish 
this were true.  Australia is now seriously considering a whole new set of changes in 
another important part of our market infrastructure: I am talking about clearing. 
 
You may not be familiar with what clearing is about or how it works.  Yet, it is 
arguably the most important function that ASX performs to give you confidence in the 
investment process. 
 
Clearing is performed by a clearing house that minimises the risk to the parties that 
buy or sell shares.  The clearing house effectively becomes the central counterparty 
to the transaction, becoming the buyer to every seller, and the seller to every buyer.  
It is an important function that is supported by substantial amounts of capital and 
collateral and that is heavily regulated.  Clearing is invisible to you and so it should 
be, but it is critical to financial stability, management of risk on behalf of investors and 
our aspirations as a regional financial centre. 
 
ASX will make significant investments in Australia’s clearing infrastructure.  These 
investments will give Australia a world class infrastructure that can compete with the 
very best in the world.  Having a stable market structure for the next three years is 
important to give these investments the best chance of success. 
 
Australia is now considering if there are benefits to having more than one clearing 
house.  It is currently uncertain if any new clearing house will have to comply with the 
same rigorous standards in Australia that ASX has to comply with. We may end up 
with transactions being cleared overseas, supported by capital and collateral that is 
held overseas, and regulated by an overseas regulator. 
 
A concern around the controls over clearing was one of the reasons to reject the 
merger between ASX and the Singapore Stock Exchange 18 months ago. To allow 
clearing of Australian equities in a foreign country would imply a policy change that 
would allow critical exchange functions to be located overseas. 
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Once we change the clearing processes of our financial markets, there is no way 
back.  Therefore, the burden of proof for those advocating change must be high and 
the benefits must be material to balance the increased risks.   
 
In short, it requires a proper cost-benefit analysis that answers three simple 
questions:  
 

 First, will there be clear benefits for the end consumer – that is, for fund 
managers, retail investors and public companies? 

 
 Second, can regulators give a positive assurance that there will be no 

increased risk and that they will be able to manage the risks to our markets if 
something goes wrong, particularly if it goes wrong overseas?  And if there 
are increased risks, are these clear to the end investors? 
 

 And finally, does the change help our ‘game plan’ as a country – in this case, 
does it help our ambitions to become a regional financial centre in the Asian 
century?  

 
We should push these questions very hard.  The Public Interest Test requires that 
these questions are asked and answered in the affirmative.  If we are ultimately 
convinced the answer is yes to all three questions, then we can be confident that we 
are on the right path. 
 
In the case of clearing, I very much doubt if we will be able to provide convincing 
answers any time soon.  Earlier this week the RBA noted that developments in 
Europe were still the main challenge for global markets, and that many of the 
underlying problems in the Euro area are yet to be effectively resolved. There seems 
to be a strong case to maintain the stability of our financial markets for at least the 
next few years.  We can always revisit the case for a change in market structure 
later. 
 
What we do know is that no other major single financial market has gone down this 
path – the United States, Canada, Singapore and Hong Kong all have one clearing 
house and have no intention of changing this.   
 
Should you as company directors, business people and entrepreneurs care about all 
this?  We believe so.  It is our financial market that funds our economic growth and 
gives us confidence that we can manage our way through volatile times.  By playing 
to our strengths we can support you in playing to yours.  It is therefore important that 
you and your shareholders participate in the debate. 
 
Let me finish by promoting a major conference this coming November.  On 12, 13 
and 14 November, Perth will host the inaugural Australian Resources Conference, or 
ARC. This conference will bring together government leaders and leaders in the 
mining and the oil and gas industries to discuss how we can engineer a bigger future 
for our country.  You can find more details on the web at www.ARC2012.com.au.    
 
I look forward to being back in Perth for the conference and to seeing you there. 
 
Thank you for listening. 
 
 


